The tax avoidance
The Centre for Policy Studies has labelled the treasury's new 50% tax rate as 'unfair, complex, inefficient and damaging'" telegraph.co.uk June 2009

"In view of the furore over the expenses of Members of Parliament, the question must be raised as to whether such a high rate is necessary."
Required:
Critically discuss with reference to the above quotations
· The difference between tax avoidance and tax evasion and

· Assuming some taxation is necessary; critically discuss the principles of a good taxation system.
Introduction:
"The Centre for Policy Studies has labelled the treasury's new 50% tax rate as 'unfair, complex, inefficient and damaging" (telegraph.co.uk, 2009).

"Britart pioneer Tracey Emin is preparing to pack up her unmade bed and move to France because of Gordon Brown's 50 per cent tax for the rich" (www.dailymail.com, 5th Oct, 2009).

News such as this reflects the common sentiment in the UK regarding UK government's plans to increase tax for the rich. This also breaks labour government's pledge not to increase taxes during its tenure. It is widely believed that unnecessary high taxes increases the possibility of tax avoidance and tax evasive behaviour among individuals and hence critics question whether there is any gain from increasing taxes.

This essay examines the difference between tax avoidance and tax evasion, this essay also discusses assuming some taxation is necessary, the underlying features of a good taxation system.
Tax avoidance and Tax evasion:
Tax could be defined as "a compulsory contribution to the government, imposed in the common interest of all, for the purpose of defraying the expenses incurred in carrying out the public functions, or imposed for the purpose of regulation, without reference to the special benefits conferred on the one making the payment". It is just when it is imposed by a legitimate legislative authority, for a just cause, and where there is just distribution of tax burden.

There is a difference between tax avoidance and tax evasion, Tax avoidance occurs when individual's take advantage of loopholes within the system to save paying tax; for example setting up companies in tax havens such as Cayman islands. This is done legally and is often used by high end tax payers only. Tax evasion, on the other hand, is a criminal activity in which a person deliberately hides his income details in order to pay low tax. In recent months, there have been calls to tap both but governments seem mainly concerned with tax evasion.

There are two types of tax evaders, complete evaders or partial evaders. Complete evaders do not pay taxes at all while partial evaders pay taxes but hide a significant proportion of their tax liabilities. Complete evaders generally include people in the low income segment who can successfully evade taxes without being noticed. Partial evaders, on the other hand, are individuals with significant tax liabilities who cannot hide all their earnings without being noticed. Partial tax evaders make use of the loopholes in the taxation system and seek expert advice on how to minimize their tax liabilities

The most interesting aspect of taxation is tax discrimination among people. Those who do not earn pay no tax and those who earn more pay more tax. In most cases the percentage of earning going towards taxes increases with the earnings. Interestingly, such tax discrimination exists only for income tax and other person based taxes but other generalized taxes such as sales tax are same for the rich and the poor. Interestingly, rich people require little assistance from the state and benefit little from paying taxes and yet they pay higher taxes. So taxes are government's instruments to redistribute part of the wealth in the society in order to make life affordable for all. The term 'affordability' may explain the tax discrimination imposed by the state as government's feel that rich people can afford to contribute more to the state economy without serious effects on their own personal wealth. Poor people, on the other hand, have little to contribute and if the state asks them to pay more, state itself will have to revert back with support for same.
